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2 
KEY ECONOMIC INDICATORS 


All values represent year-end levels and are in millions of U.S. dollars, 
unless otherwise indicated. 


Exchange Rate for 1980: Percent 
US$1.00 C$10.00 (Official) 1979 1980 Change Estimate 
US$1.00 C$30.00 (Free, August 1981) 80/79 1981 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices ; 2,880 
GDP at Constant (1980) Prices j 2,134 
Per Capita GDP, Current Prices : 1,085 
Gross Investment 290 


Indices: 


Industrial Production (Millions ‘ 3,478 
of 1958 Cordobas) 

Av. Industrial Wage Mfg/Monthly : 2571/ 
Labor Force-Manufacturing : 88,500 

Unemployment rate : 17 


MONEY §& PRICES 
Money Supply (M, > Dec) 
Money Supply (M,, Dec) 


Indices: 


Consumer Price Index (1974 = 100) 
Food Price Index 
GDP Price Deflator 


BALANCE OF PAYMENTS §& TRADE 


Official Gold §& For. Exc. Reserve 148 81 -45., 

(Gross December) 

External Public Debt (December) 1,600 2,000* 23; 

Annual Debt Service** 103 219 

Balance of Trade 206 -450 - -232% 

Exports, FOB 567 436 2% 496% 
U.S. Share 32% 38% - n.a. 

Imports, FOB 360 887 146. 728 
U.S. Share _ 251 28% n.a. 


All statistics are from GRN 1980 and 1981 economic plans unless otherwise 
indicated. Percent changes are calculated from cordoba values before 
conversion to dollars. 


Embassy estimates. 
Does not include suspended payment on several hundred millions of 
dollars of debt being renegotiated. 
Based on Max. 20% wage increase as specified in 1981 Plan. 
1978 (1979 n.a.), 
Central Bank, weighted to account for currency devaluation. 
-a. Not available. 





SUMMARY 


Following the economic decline caused by the fighting in the 
1979 revolution, 1980 was Nicaragua's year of economic reacti- 
vation. Fueled by a US$500 million inflow of foreign capital 
and a large increase in government spending and employment, the 
gross domestic product (GDP) rose 10.7 pvercent to US$2.1 billion. 
Unemployment was reduced to 17.5 percent from an immediate post- 
war 40 percent, and gross investment--negative in 1979--rose to 
15.8 percent of GDP in 1980. Inflation (Dec - Dec) was brought 
down from 80 percent in 1979 to 25-35 percent in 1980. The Gov- 
ernment of National Reconstruction (GRN) was also successful in 
renegotiating a large part of the country's US$1.6 billion debt 
on very favorable terms. 


Despite these successes, 1980 was not without its problems. Al- 
most all investment was in the public sector, with financing from 
foreign loans and donations. Property confiscations early in 
the year and the leftist political orientation of government 
leaders discouraged the private sector from investing its own 
resources. The problem was exacerbated by restrictions on in- 
ternal credit and a severe shortage of foreign exchange, which 
in many cases prevented the reactivation of existing capital 
equipment. Nicaragua had a current account deficit of US$365 
million. Acreage planted -in cotton increased in 1980 but was 


still only half of prewar levels. Shortages of basic foodstuffs, 
including rice, sugar and beans, occurred throughout the year. 


In 198] the economic recovery has reached a plateau still well 
below prewar levels. Exports are unlikely to exceed US$510 
million in 1981, still below 1977 and 1978 exports of US$650 
million. Low international commodity prices were partially 
responsible for the drop in export revenues as was the inability 
to fully reactivate agricultural and industrial production. In 
1981 the current account deficit is expected to be US$396 million. 
It will be financed almost entirely by US$500 million in conces- 
sional loans, principally from Mexico, Libya and the multilateral 
development banks. A large central government deficit and in- 
creased credit creation will stimulate inflation. Unemployment 
will also rise due to reduced cotton acreage and attempts by 
coffee growers to cut costs in the face of decreased credit and 
lower prices. Due to the increased cotton harvest, 1981 GDP 

may be a little higher than 1980, but still not close to its 

1978 level. 


Next year, 1982, may see some slippage of the Nicaraguan economy. 
Exports will be hurt by lower international prices for coffee, 
sugar and gold,as well as by a decrease in the production of 
cotton and coffee. A further reduction in imports will have a 
severe impact on the level of economic activity. An urgent task 
for the GRN in 1982 will be to find the estimated US$700 million 
necessary to finance its imports and debt service. 





Cotton 


In the very best years, almost 500 thousand acres of cotton have 
been planted in Nicaragua, with production exceeding 260 million 
pounds (520 thousand bales). In the 1979/80 season the fighting 
disrupted the planting season and only 85 thousand acres were 
planted. In 1980 the Nicaraguan government made a major effort 
to encourage cotton planting, but, with continued political un- 
certainty and fear of land takeovers, farmers planted only 230 
thousand acres. Production, which was approximately 160 million 
pounds, would have been somewhat higher but for serious labor 
shortages during the harvest. Political uncertainty between 
Nicaragua and its northern neighbors discouraged the traditional 
migrant laborers who have picked much of the cotton in the past. 
The labor scarcity was aggravated by a large movement of rural 
workers into the Army and other Nicaraguan government institu- 
tions and an ambitious program to encourage small farmers to 
remain on their farms to produce basic grains. The government 
tried to make up for the deficiency through the use of mechanical 
harvesters, but the industry is not yet organized for their most 
efficient use. 


For 1981/82 the Nicaraguan government hoped that over 300 thousand 
acres of cotton would be planted, but at the moment, it is likely 
that the final figure will be closer to 210 thousand acres. The 
principal problems are high costs and low prices, as well as in- 
adequate credit from the banking system. The uncertainties con- 
nected with the new Agrarian Reform Law may have also discouraged 


some farmers. 
Coffee 


Coffee traditionally has been one of Nicaragua's growth industries, 
with production increasing from 54 million pounds in the 1961/62 
season to 141 million pounds in the 1978/79 season. In the 
1979/80 season production fell to 125 million pounds, due to a 
great extent to disruption caused by the war. In the 1980/81 
season production remained constant, but the quality declined 

as the proportion of second- and third-grade coffee increased 

from 13 to 19 percent. Coffee industry experts are now predicting 
a small decline in 1980/81 production relative to the last two 
years. The gradual decline in quality and quantity of Nicaragua's 
coffee production comes at a time when the country should have 
been experiencing production increases. As a result of a major 
renovation project over the past several years, the number of 
bearing trees increased last year even after taking into account 
those destroyed in the Conarca Coffee Rust Eradication Project. 
The industry's principal problem is the lack of care and main- 
tenance given to the coffee plantations in the last two years. 
Late credit, low coffee prices, difficulties with labor produc- 
tivity and lack of investment are all contributing to declining 
yields on the plantations. Unless these trends are soon reversed, 
there is likely to be a slow but continuing decline in production 
for the next several years. 





Sugar 


The volume of sugar exports is expected to increase 15 percent 
in the 1980/81 season over 1979/80. Exports would have been 
higher had it not been for the heavy early rains which may have 
caused a 10 percent loss in the harvest. Production is expected 
to be 4.3 million pounds this year, about 25 percent below pre- 
revolution levels. 


Cattle 


Meat exports fell to 42 million pounds in 1980, from the all-time 
high in 1979 of 79 million pounds. Principal reason for the fall 
was the movement of several hundred thousand head of cattle 
across Nicaragua's borders, as well as indiscriminate slaughter 
of the herds during the 1978 and 1979 fighting and in the first 
few months after the revolution. Low international prices and 
high export taxes may also have diverted some export quality beef 
to internal consumption. Current estimates for 1981 indicate 
that Nicaraguan meat exports may not exceed 25 million pounds. 
Some industry experts believe that the decline will bottom out 

in 1981 and exports will again begin to rise in 1982. The gov- 
ernment has announced it will significantly increase credit to 
cattle ranchers in the next five years, but any recovery is 
likely to be slow since the war left the country with a severe 
shortage of bulls and breeding technicians. 


Rice 


Rice is one of Nicaragua's principal domestic crops, one which 
also provided a small amount of exports prior to 1979. In the 
last two years, the industry has undergone difficult times. 
After the revolution the government confiscated approximately 

50 percent of the irrigated acreage from ex-president Somoza and 
his associates. Unfortunately, many managers departed at the 
same time, leaving the government with major difficulties in 
maintaining production levels. The private sector has also 
suffered from a severe lack of credit and price controls which 
have prevented cost recovery. The government has recently 
recognized these difficulties and has acted to stimulate rice 
production by increasing credit availability and authorizing 
US$5 million in foreign exchange for the purchase of tractors 
and rice cultivators by the private rice growers. With a sub- 
stantial increase in domestic demand, however, it is likely 

that Nicaragua will remain a rice importer through at least 1982. 


Corn and Beans 


Corn and beans are major components of the Nicaraguan diet. 
Bean production has fallen in the past two years but the gov- 
ernment predicts it will return to normal by the end of 1981. 
Nevertheless, the country expects to import US$10 million of 
beans this year. 





Record levels of corn were planted in the second half of 1980 
but difficulties in transport and storage mean there will still 
be some scarcity in 1981. Early rains substantially reduced 
the first corn planting for this year and it is expected that 
Nicaragua will have to import corn for the second half. 


The Industrial Sector 


Following the 1979 revolution, with its considerable damage and 
destruction to the structure, equipment and inventory of Nicara- 
gua's industrial sector, the government took over firms belonging 
to ex-president Somoza and his close associates. Since then, 
several other large industrial complexes have also been confis- 
cated, bringing public sector control, through its industrial 
holding company, COIP, to 110 industrial firms representing 
approximately 35 percent of industrial output. Recovery of 

the industrial sector has been a major priority of the govern- 
ment, but despite generous credits to both private and public 
firms, industry is still having a difficult time. Labor rela- 
tions and productivity remain poor and foreign exchange scarcity 
is beginning to affect importation of raw materials and 
intermediate goods. 


The country's declining agricultural production and the disrup- 
tion of Central American trading patterns have also affected the 
industrial sector, particularly the meat and seafood packing 
plants. Domestic consumption of toxafene, an insecticide, is 
down because of the reduced planting of cotton, and its export 
to Central America has been hurt by the establishment of a com- 
petitive plant in Guatemala. 


Reactivation of the textile industry has been slow due to plant 
destruction and low productivity. The latter factor, plus in- 
creased Asian competition, have forced the closure of several 
apparel firms that operated in the free trade zone for export 
to the U.S. market. 


On the bright side, increased internal demand has stimulated 
production of processed food, soap and pharmaceuticals. Import 
controls are also encouraging production of toiletry products 
and the reopening of a toothpaste factory. Total industrial 
exports in 1980 were US$194 million, compared to US$274 million 
in 1978. During this period the deficit in industrial trade 
rose from US$230 million to US$468 million. Exports are ex- 
pected to fall in 1981, but tightened import controls may pre- 
vent the deficit from worsening. 


MINING, FISHING AND FORESTRY 


aetna eileensetll score tas Aedtaetaedeseacemnnes conan agentes 


Mining 


Immediately following the revolution the new government nation- 
alized the four largest gold mines, owned by two American and 





one Canadian companies. Negotiations for the compensation of 
the American companies are continuing. Despite predictions 

by many observers to the contrary, the state mining company 
has managed to maintain historic production levels. In 1980 
Nicaragua produced 60 thousand ounces of gold and 164 thousand 
ounces of silver. Preliminary data indicate that production 
may increase slightly in 1981. 


Fishing 


After the revolution the Nicaraguan government nationalized the 
shrimp and lobster packing plants as well as some of the fishing 
fleet. The fishing ministry, INPESCA, is believed by many to 

be the best managed state enterprise. Even so, the industry has 
serious problems. As in the case of all major export industries, 
the foreign exchange earned by seafood exports is exchanged with 
the Central Bank. To obtain needed imports, requests for foreign 
exchange must be made to the Central Bank, which - given the 
country's foreign exchange shortage - are not always granted. 


As a consequence there has been a severe shortage of spare parts 
that has left over 30 percent of the fleet out of service. This 
problem may be alleviated if an expected US$30 million loan from 
the Inter-American Development Bank (IDB) is approved late this 
year. That loan will finance new boats as well as spare parts. In 
1981 INPESCA exported US$26 million worth of shrimp and lobster. 


In 1981, due to the problems of the fleet and decreased fishing 
by the Honduran fleet in Nicaraguan waters, it is likely that 
exports will be somewhat less. 


Forestry 


Nicaragua's forestry sector is a sick industry. Exports, which 
were approximately US$10 million before the war, have dropped 

to almost nothing. Although no figures have yet been published, 
industry sources report that domestic production has dropped to 
one-third of prewar levels. The principal difficulty seems to 
have been the flight of technicians from the sawmills following 
their nationalization. A new US$8 million IDB loan should help 
the reactivation of the industry, but it is likely to be several 
years before Nicaragua again has significant wood and lumber 
exports. 


The Commercial Sector 


Nicaragua's commercial sector has been badly hurt by the foreign 
exchange shortage, which has required the government to limit 
non-essential consumption imports to the very minimum. The 
problem is made worse by a shortage of domestic credit which the 
financial authorities have reduced in their fight against in- 
flation. Smaller merchants in particular are also suffering 
from price controls on essential food items and attempts by 





government to become the major retailer of basic food grains. 
With little relief in sight, the bankruptcy and shop closing 
rates are reported to have gone up sharply. 


Balance of Payments and Debt Renegotiation 


In 1980 Nicaragua had a current account deficit of US$365 million, 
which was financed by drawdowns on medium- and long-term loans of 
US$371 million, plus an undisclosed amount of short-term financing. 
In 1981 the current account deficit is expected to reach US$374 
million, which will be financed by drawdowns of medium- and long- 
term loans of US$453 million. 


TABLE I 
Estimated Balance of Payments - 1981 


In Millions of Dollars 
1981 
1980 Estimate 
Exports (FOB) 450 496 
Imports (FOB) -825 -728 
Services, net - 88 -212 
Interest, on Debt i, -190 
Donations 98 70 
Balance on Current Account -365 -374 
Official Loan Drawdowns 371 453 
Amortization of Debt - 75 - 79 
Other Movements Including Errors 
and Omissions -100 
Official Reserve Transactions 
Balance -169 
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The United States was the most important donor in the first 
eighteen months of the revolution, with over US$112 million in 
loans and grants. In 1981, however, the principal lenders will 
be the multilateral banks, Mexico and Libya, which will have cor- 
bined loans of almost US$400 million. Other significant lenders 
include Venezuela, West Germany and Bulgaria. 


Nicaragua's success in obtaining an extraordinarily large amount 
of donations and loans for the past two years has been due to a 
great deal of international support for the Nicaraguan revolution, 
as well as to the confidence engendered by the government's de- 
cision to honor all international debt obligations incurred by 

the previous regime. 


At the end of the revolution a bankrupt Nicaragua faced a debt 
of US$1.6 billion. To date, the new government has been suc- 
cessful in renegotiating the government's debt with foreign 





private banks as well as its bilateral debts with Japan and 
Spain. The renegotiated debt with the foreign private banks 
allows for a five year moratorium on payment of principal plus 
only partial payment of interest. Unpaid interest will be re- 
capitalized as part of the principal. At the moment, the govern- 
ment is negotiating with the private foreign banks for payment 
of the debt of the nationalized banking system and state enter- 
prises as well as the debt of the private sector. Nicaragua's 
principal official bilateral debt still to be renegotiated is 
with the United States. Preliminary talks between the two 
countries have been held to discuss that debt, but no nego- 
tiations have yet taken place. 


Despite Nicaragua's remarkable success in obtaining official 
foreign capital, it is not clear how much longer it can count 

on foreign loans and grants exceeding US$500 million per year. 
The GRN has already cut imports to such a level that further 
cuts could do serious damage to the economy. At the same time, 
however, falling world prices and internal inflation have made 
most of Nicaragua's exporting industries unprofitable. It would 
appear that the government will eventually have to take measures 
to improve the country's export performance. 


The Budget 


Central government spending in 1981 is scheduled to rise 41 per- 
cent, from US$623 million in 1980, to US$880 million. This con- 
stitutes 31 percent of estimated 1981 GDP, compared to 29 per- 
cent in 1980, and 21 percent in 1978. Total revenues for 1981, 
including donations, are projected to be US$605 million, up 

39 percent over 1980. This makes for a budget deficit of US$275 
million, compared to S$189 million in 1980. New Central Bank 
financing of the deficit comes to US$86 million, with US$124 
million covered by foreign borrowing. 


Spending by the Health and Education Ministries in 1981 takes 
24.2 percent of total expenditures, while spending by the Defense 
and Interior (police and internal security) Ministries takes 

19.3 percent. Another 16 percent goes for debt service and 

15.6 percent for construction and housing. 


Capital spending (excluding debt amortization) takes 18 percent 
of the budget, while current spending (excluding interest on 
the debt) takes 66 percent. 


The most notable fiscal change in Nicaragua since the Revolution 
has been the huge increase in the size of the tax burden. In 
1978, the last normal economic year, tax revenue as a percentage 
of GDP was 9.6 percent. By 1980, however, the share of tax 
revenues in GDP jumped to 17.7 percent, where it is expected 

to remain in 1981. 





Indirect taxes (on imports and consumption) have traditionally 
accounted for 75 percent of total central government tax revenues. 
In 1980 tax revenues from imports rose 184 percent while those 
from consumption taxes rose 140 percent. For 1981, however, the 
former are projected to decline slightly, while the latter are 
scheduled to rise 32 percent. This reflects the GRN policy of 
restricting imports and consumption through a combination of 
exchange controls, priority import lists and high taxes on 
luxuries such as liquor, tobacco and soft drinks, and on items 
with relatively price-inelastic demand, such as gasoline. 


Money, Credit and Prices 


After an initial surge in inflation during and immediately after 
the 1979 revolution, the Nicaraguan cost of living index rose 
only 25 percent between December 1979 and December 1980, while 
food prices - perhaps a better indicator of underlying inflation 
- rose by 37 percent. 


While these figures were high by Nicaraguan standards, they were 
relatively acceptable for a post-revolutionary society. The key 
element in slowing inflation in 1980 was the ability of the gov- 
ernment to find non-inflationary financing for its greatly ex- 
panded budget. Increased demand for credit by the productive 
sectors, and especially by state enterprises, made the anti- 
inflation fight more difficult, but the government was able to 
maintain some reins on total credit expansion, primarily by 
squeezing credit to the commercial sector. In 1980 the money 
supply rose by 31 percent and over half of that came in the 

last month of the year. 


The anti-inflation fight in 1981 is much more difficult. Though 
the financial authorities are trying to hold the line on credit 
expansion, they are under severe pressure from virtually all 
sectors - both public and private - of the economy. In addition, 
a greater percentage of 1981's central government budget will 

be financed by money creation. Projected Central Bank financing 
of the deficit will be 19 percent of the December 1980 money 


supply. 


In the past Nicaragua has had a fairly open economy, and increases 
in the money supply tended to put more pressures on the exchange 
rate than on the price level. The exchange controls now in place, 
however, not only put pressure on the price level through the 
scarcities they engender, but also translate increases in demand 
into fairly rapid changes in prices. Nicaragua's financial 
authorities will have a difficult time in preventing a signifi- 
cant increase in inflation in 1981. 





Investment and Growth 


Government statistics show that in 1980 Nicaragua invested 

16 percent of its gross domestic product, almost all of it in 
the public sector and financed by foreign borrowing or lending. 
Public and private saving was negative in 1980 and is expected 
to remain so in 1981. While the government predicts investment 
will rise to 20 percent of GDP this year, recent statistics 
Suggest its forecast may be somewhat optimistic. There 

have been considerable problems in implementing many of the 
development projects of the multilateral banks, and many busi- 
ness people are complaining of depletion of inventories rather 
than of the 100 percent increase forecast by the government. 
Private sector investment was predicted to be US$60 million in 
1981, an amount insufficient to cover depreciation. Recently 
announced decrees involving agrarian reform and confiscations 

of firms alleged to be decapitalizing have caused severe anxiety 
in the already depressed private sector. The private sector's 
concern is not so much the intent of the laws as the possibility 
that they will be applied arbitrarily. It is unlikely that the 
private sector's investment will.meet the forecast figures. 


Commercial Opportunities for U.S. Businesses 


Commercial opportunities continue to exist in Nicaragua despite 

its economic difficulties. In addition to normal imports of 
agricultural chemicals, agricultural machinery and industrial 

raw materials, multinational banking assistance will help Nicaragua 
finance purchases of power generating and transmission equipment, 
hospital equipment and supplies, grain storage facilities, voca- 
tional training equipment and fishing fleet equipment and supplies. 
U.S. exporters interested in approaching the Nicaraguan market 

for present or prospective trade opportunities should be aware, 
however, of the new market characteristics and new sales patterns 
that have emerged in this country during the last two years: 


- The Nicaraguan government has become by far the principal im- 
porter and purchaser of goods and services in the country. It 
generally purchases directly from foreign suppliers through its 
own agencies and, in lesser scale, through Nicaraguan agents or 
distributors. Its purchasing is carried out by at least two 
centralized purchasing agencies (ENIMPORT, Proveduria); by 
holding companies responsible for a large number of industrial 
(COIP), commercial (CORCOP) and agricultural enterprises; by 
agencies centralizing purchases of agrochemicals (ENIA), basic 
grains (ENABAS), and crop dusting aircraft and supplies (ETSA), 
by individual ministries and by the government's commercial 
attaches abroad, including a trade office located in New Orleans, 


- Nicaragua's foreign exchange shortage continues to impose 
priorities and severe limitations on the types of products 





imported into this country. Delays in the authorization of 
foreign exchange are frequent and have forced U.S. and other 
foreign exporters to seek payment by confirmed irrevocable let- 
ter of credit before shipment. The foreign exchange situation 
and the government's policy of restricting non-essential imports 
have closed the Nicaraguan market for a large number of consumer 
durables and other non-essential products. Local agents are 
becoming more inclined to search for product suppliers only 
after a market has been found for a determined product rather 
than develop a market with representations or products in hand. 


The uncertain state of the Nicaraguan economy and the above sales 
and market characteristics offer a challenge as well as oppor- 
tunities for U.S. exporters interested in the Nicaraguan market. 
Interested firms may find that a double-pronged sales effort 
aimed directly at the end-user and at possible sales agents is 
the approach most likely to generate a long-term customer 
relationship. 


Product literature and catalogs printed in Spanish are especially 
valuable for government buyers. A good sales service, including 
the scheduling of a prompt delivery date, is considered to be 

the most important factor in obtaining government contracts. 
Those interested in opportunities for consulting services should 
register with the government clearinghouse of consulting firms, 


FINAPRI. 


The Embassy provides general market information to interested 

U.S. exporters and helps in identifying prospective buyers, 
distributors and sales agents. Private trade associations 

include the Nicaraguan Chamber of Commerce (Apartado Postal 

135), the American Chamber of Commerce (Apartado Postal 2720), 

and the Nicaraguan Association of Sales Agents and Representatives 
(Apartado Postal 2816), all in Managua. 





